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The Context:

Unsustainable Growth in Employer-Sponsored Premiums

SOURCE: KFF Employer Health Benefits Survey, 2019 (http://files.kff.org/attachment/Report-Employer-Health-Benefits-Annual-Survey-2019)



The Context:

Unsustainable Growth in ACA Exchange Premiums

Source: Kaiser Family Foundation, Marketplace Average Benchmark Premiums, 2014-2020, State Health Facts, 2019. https://www.kff.org/health-reform/state-

indicator/marketplace-average-benchmark-premiums/
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The Context:

Large Divergence in Public vs Private Hospital Prices

Source: White, Chapin, and Christopher Whaley, Prices Paid to Hospitals by Private Health Plans Are High Relative to Medicare and Vary Widely: Findings from an 

Employer-Led Transparency Initiative, 2019. https://www.rand.org/content/dam/rand/pubs/research_reports/RR3000/RR3033/RAND_RR3033.pdf.



Overview

o Would boosting Medicaid payments to hospitals lower private 

premiums?

1. Do costs determine revenues, or revenues determine costs?

2. Do public insurers underpay, or do private insurers overpay?

3. Do hospitals in Vermont operate efficiently?

4. Would increasing Medicaid prices lower private premiums?

o Wrapup
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1. Do hospitals' costs determine revenues, 

or revenues determine costs?



Definitions

o "Costs": Expenses hospitals incur providing patient care

o "Revenues": Payments to hospitals for providing patient care

o "Payment-to-cost ratio": Ratio of revenues over cost

o "Price": Revenue per service, casemix-adjusted

o "Casemix": Complexity and intensity of services provided

o "Public insurance": Medicare and Medicaid

o "Private insurance": employer-sponsored and ACA exchange



Trends in Payment-to-Cost Ratios

Source: American Hospital Association, TrendWatch Chartbook 2018, 2018. https://www.aha.org/system/files/2018-07/2018-aha-chartbook.pdf.



Interpretions of Divergence in Payment-to-cost Ratios

o "Price discrimination"

o hospitals are able to negotiate high and growing prices with private 

insurers because of market leverage

o high and growing private prices allow hospitals' costs to rise

o rising costs drive public payment-to-cost ratios lower and lower

o "Cost shifting"

o hospitals costs' are what they are, and must be reimbursed by insurers

o because of underpayments by public insurers, hospitals are forced to 

negotiate high and growing prices with private insurers



Evidence on Price Discrimination vs. Cost Shifting

1. Hospitals' costs are not fixed
o Hospitals are a not-for-profit industry, hospitals are not cost-minimizers

o Hospitals facing constrained Medicare prices reduce their costs (White and Wu, 
2014)

o Market power leads to high private prices, high costs, and losses on Medicare 
(Stensland et al., 2010)

2. Prices paid by private insurers influenced by market leverage on 
hospital and insurer sides (Cooper et al., 2019)

3. Reducing prices paid by public insurers does not increase private 
prices (White, 2013)
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2. Do public insurers underpay, or do 

private insurers overpay?



Public Prices for Hospital Inpatient Care Growing In Line With 

Inflation, Private Prices Rising More Rapidly

Source: Selden, Thomas M., Zeynal Karaca, Patricia Keenan, Chapin White, and Richard Kronick, "The Growing Difference Between Public And Private Payment Rates 

For Inpatient Hospital Care," Health Affairs, Vol. 34, No. 12, 2015, pp. 2147-2150.



International Comparisons of Hospital Prices

Source: Stensland, Jeff, International Comparison of Rates Paid to Hospitals, Medicare Payment Advisory Commission, October 9, 2014. 

http://www.medpac.gov/documents/october-2014-meeting-presentation-international-comparison-of-rates-paid-to-hospitals.pdf.



International Comparisons of Hospital Expenditures

Source: International Federation of Health Plans, 2015 Comparative Price Report: Variation in Medical and Hospital Prices by Country, 2018. 

https://fortunedotcom.files.wordpress.com/2018/04/66c7d-2015comparativepricereport09-09-16.pdf.
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3. Do hospitals in Vermont operate 

efficiently?



Medicare Costs per Inpatient Stay, Casemix-adjusted

Sources: RAND Hospital Data, rand_hcris_cy_st_a_2019_08_01.csv.zip (level of aggregation=State, time period=Calendar year, outliers corrected=Yes, vintage=2019_08_01) and 

rand_hcris_cy_natl_a_2019_08_01.csv.zip (level of aggregation=National, time period=Calendar year, outliers corrected=Yes, vintage=2019_08_01), https://www.hospitaldatasets.org, 2019. 

https://www.hospitaldatasets.org/.
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Expenses per Discharge Equilvalent

Sources: RAND Hospital Data, rand_hcris_cy_st_a_2019_08_01.csv.zip (level of aggregation=State, time period=Calendar year, outliers corrected=Yes, vintage=2019_08_01) and 

rand_hcris_cy_natl_a_2019_08_01.csv.zip (level of aggregation=National, time period=Calendar year, outliers corrected=Yes, vintage=2019_08_01), https://www.hospitaldatasets.org, 2019. 

https://www.hospitaldatasets.org/.
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Administrative Cost Shares

Sources: RAND Hospital Data, rand_hcris_cy_st_a_2019_08_01.csv.zip (level of aggregation=State, time period=Calendar year, outliers corrected=Yes, vintage=2019_08_01) and 

rand_hcris_cy_natl_a_2019_08_01.csv.zip (level of aggregation=National, time period=Calendar year, outliers corrected=Yes, vintage=2019_08_01), https://www.hospitaldatasets.org, 2019. 

https://www.hospitaldatasets.org/.
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Occupancy

Sources: RAND Hospital Data, rand_hcris_cy_st_a_2019_08_01.csv.zip (level of aggregation=State, time period=Calendar year, outliers corrected=Yes, vintage=2019_08_01) and 

rand_hcris_cy_natl_a_2019_08_01.csv.zip (level of aggregation=National, time period=Calendar year, outliers corrected=Yes, vintage=2019_08_01), https://www.hospitaldatasets.org, 2019. 

https://www.hospitaldatasets.org/.
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4. Would increasing Medicaid prices 

lower private premiums?



Two Questions

1. Would reducing private hospital prices reduce premiums?

o Yes

o Hospitals account for 44% of private insurers' paid benefits (NHE, 2019, Table 20)

o Reduced prices ⇒ reduced paid benefits ⇒ reduced premiums

2. Is there an enforcement mechanism to lead to lower prices?

o No

o Does GMCB regulate private hospital prices or total revenues from private 

insurers?

o If so, are regulated limits on private hospital prices/revenues based directly on 

Medicaid shortfall?

Source: Centers for Medicare & Medicaid Services, National Health Expenditure Accounts, Historical NHE Tables, 2019. https://www.cms.gov/Research-Statistics-Data-and-

Systems/Statistics-Trends-and-Reports/NationalHealthExpendData/Downloads/Tables.zip, Table 20, row 7 divided by row 6.
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Wrapup



Wrapup

1. Revenues determine costs

2. Private insurers overpay

3. Efficiency metrics for hospitals in Vermont are mixed

o high costs per service, but in a state with above-average cost of living

4. Without enforcement mechanism, adding Medicaid $ should 

not be expected to lower private premiums
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